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The upturn in business was more pronounced in 
May than in April, although it still appeared to 
be largely seasonal. Wage and salary employment 
rose 7,900 between April 18%nd May 15, whereas 
a year ago the rise was 2,600. Unemployment re- 
mains high, although it fell 5,000 during the 
month. Compared to a year ago, employment is off 
3,800 and unemployment is up 15,700. The de- 
crease in employment compared to May 1960 is 
limited to manufacturing except for food and con- 
tract construction. Bank debits rose significantly 
in May as compared to April, and moderately as 
compared to a year ago. Kesidential building per- 
mits were slightly lower in May than in April and 
8 per cent lower than one year ago. 


Because of the importance of the lumber and 
wood products industrial complex as a determinant 
of total employment in Oregon, not much in the 
way of real business expansion can be expected 
until housing starts turn up sharply in the areas 
of the United States using Oregon lumber. There 
is little reason to expect this in the next few 
months. 


The failure of the Oregon economy to improve 
markedly this spring notwithstanding, the im- 
pression that business conditions are unsatisfactory 
should not prevail, because the level of activity is 
already relatively high. 


® Average weekly earnings of workers in manu- 
facturing industries has risen 2 per cent from May 
1960 to May 1961. 


® The index of man hours in manufacturing 
continues to remain lower than the level for one 
year earlier, though it has increased from month 
to month in 1961. The May 1961 level is 6 per cent 
lower than the May 1960 level. 


® Lumber production in the Douglas fir region 
of the Pacific Northwest was off 6 per cent from 
one year ago. Unfilled orders were also off 6 per 
cent. 


© Business failures in May had increased by 33 
per cent over the previous month, and 40 per cent 
over a year earlier. The cumulative total of 199 
failures for the first six months of 1961 is a 9 per 
cent decrease from the cumulative total of 219 
for the same period in 1960. There is, however, a 
40 per cent increase in the cumulative total for 
liabilities, 








Economics and Public Policy 
By ROBERT LORING ALLEN 


Associate Professor of Economics, University of Oregon 


For decades economists have thought that they have exercised a 
substantial influence over the public policy of this country. For 
decades politicians have believed that public policy had the stamp 
of approval of economic analysis. Neither proposition is true. The 
formulation of the public policy of the United States is basically a 
political process. Economists have had only a marginal role in the 
determination of major policies and these policies have not, in gen- 
eral, been required to pass any tests of economic analysis as a part 
of the process of their adoption. 

Economists such as Lord Keynes have occupied an important 
role in pointing out a policy dilemma, but the determination of 
what to do rested with the public. Keynes argued that unemploy- 
ment can accompany a passive fiscal policy. The people chose to 
have an active fiscal policy, with some attendant disadvantages, 
in order to achieve full employment. Even without the intellectual 
foundation of Keynes it is probable that public pressure would have 
required that the government assume some responsibility for the 
level of employment following the second world war. 

This should not be taken to mean that the policies of the country 
are devoid of merit on economic grounds. Judged by their fruits, 
the general soundness of public policy in the economic sphere can- 
not be questioned. The American economy has performed remark- 
ably well in the postwar period, maintaining an average annual 
increase of nearly three per cent per year in real terms. There have 
been no depressions, no serious inflations, and the standard of liv- 
ing has been so high that economists write serious books about the 
problems of an affluent society. Compared to any other fifteen- 
year period, the American economy has indeed been fulfilling its 
promise of stability and plenty. 

On the other hand, the general state of prosperity may be in spite 
of rather than because of the public policy. The economy may be 
entering a stage of high level creeeping stagnation, as one ob- 
server put it, with a host of problems during the 1960's, such as 
chronic inflation, structural unemployment and weak economic 
growth, which will severely test the ability of the economy to adapt 
and to survive. 


The American Model 


But let us begin at the beginning, with the foundation of public 
policy. The American economy is based upon the classical com- 
petitive model. The two key elements in this model are the propo- 
sitions that the process of production generates just sufficient in- 
come to purchase the output of the economy (Say’s Law) and that 
a large number of competing producing and consuming units seeks 
to maximize their economic gain. These conditions are a guarantee 
that the economy will function effectively, are insurance against 
depressions and inflations, result in technically efficient produc- 
tion, and allocate resources according to their productivity. It is 
an automatic and a closed system, working best when untended. 
The appropriate public policy is to have no public policy for the 
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economy. As an economic model it is superb. It is unfor- 
tunate that economic structure of the country and the eco- 
nomic facts of life make it no longer acceptable to the 
American people. 

In the United States there was only a limited approxima- 
tion to the model, for at least two reasons. The economy in 
reality did not resemble the economy in the model very 
much and the American people were dissatisfied with the 
results of a public policy which was either non-existent or 
essentially negative. Increasingly, the public demanded 
and got legislative and executive action in the economy 
to make up for manifest deficiencies in the performance 
of the economy. In money, public utilities, great concen- 
trations of market power, in unemployment, in prices, and 
in nearly every aspect of the economy positive action by 
the government resulted from the democratic processes of 
government, 

At the present time there can be little doubt about the 
determination of the American people to require their gov- 
ernment to act in at least the following respects: 


a. to maintain full employment 


. to avoid inflation 


b 
c. to eliminate extremes in the distribution of incomes 
d 


. in particular to provide every person with a basic 
minimum standard of living 


. to assure national security regardless of costs 


to discharge their responsibilities in the international 
economy 


g. to create conditions in which the economy can main- 
tain relative stability 
h. to grow at an acceptable rate 


These are not the mouthings of the liberal demagogue, 
the proposals of a political party, or the arrogated po- 
sition of the federal executive. Rather, they are the solid 
conviction of the American public, a consensus which no 
administration in Washington or Salem can afford to 
ignore. There are, of course, many slips between the cup 
and the lip. Economic events can and do overwhelm those 
responsible for policy implementation. Mistakes and poor 
judgment may weaken the response and momentarily 
move the economy in the wrong direction. And most im- 
portant of all, there need be no economic logic to the pub- 
lic’s demands. What appears to be sound and consistent to 
the public is not necessarily so. Policies may conflict, may 
have unfortunate side-effects, or may even be wrong- 
headed. The public becomes aware of and demands action 
usually on only one aspect of one economic problem at a 
time, ignoring the interrelationships in the economy and 
the ramified consequences of any element of economic 
policy. 
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But I think there can be no mistake in the temper of the 
American people: The government has a fundamental re- 
sponsibility in the effective functioning of the economy. 
There can be no return to laissez-faire, no retreat from 
commitments already made, and no withdrawal of the 
government from the economy. The only challenges are 
the administration of existing policies effectively and the 
search for those supplementary policies which will result 
in an improvement upon the present situation. 

Not only does the government have the responsibility 
to implement the public will in economic policy, but it 
also has the responsibility to formulate policy in such a 
way that the long-run interests of society are served, as 
well as to bring to the attention of the public any unfinished 
business. It is too much to expect that the public will 
behave as a professional economist and think through com- 
pletely the implications of its demands. The government, 
however, is in just such a position and it is incumbent 
upon policy makers to perform this analysis, to guard the 
public against ill-advised policies, and to initiate discus- 
sion of emerging problems. 

It is at this point that economic analysis has something 
to contribute. This contribution consists in providing a 
logically consistent pattern of thinking about economic 
events and circumstances, a method which permits tracing 
out in full the consequences of a given action on the basis 
of specified initial conditions. It is simply the application 
of common sense and logic to economic problems. It 
would be inappropriate to claim too much for economic 
analysis, but it is demonstrable that public policy formu- 
lated without thorough-going economic analysis is full 
of pitfalls and subject to large error. 

There is not space to examine even one policy with great 
care, but it might be useful to illustrate my proposition 
with an elementary economic analysis of some important 
policy issues in order to see precisely the potential blind- 
ness of the public’s policy. Let me illustrate with three 
examples. The first concerns the international position of 
the United States, in particular the deficit in the balance 
of payments. The second concerns domestic agriculiural 
policy. And the third, long-run unemployment problems. 


The Balance of Payments Deficit 


The public now demands that something be done about 
the balance of payments. In 1959 the Eisenhower admin- 
istration began to take steps, and just a few weeks ago 
the new administration initiated a series of moves de- 
signed to bring the nation’s international accounts into 
balance. There can be no criticism of the wholly laudable 
end of spending only what we earn in the international 
economy, so that from the public’s point of view these 
policies have everything to recommend them. 

It might be useful to review the basic facts. Emerging 
from the second world war as the only undamaged in- 
dustrial economy, the United States was necessarily the 
supplier for West European and Japanese reconstruction. 
For a few years this was financed by the importing coun- 
tries by using up assets and borrowing. Following the West 
European devaluations in 1949 this method of financing 
came to an end, and in each succeeding year down to the 
present time the United States has paid out more than it 
has received. In the current account of the nation’s bal- 
ance of payments, however, there has been a substantial 
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surplus, so that the explanation of the deficit is that while 
the United States was supplying funds through the capital 
account, some of these were not reflected in American ex- 
ports. The United States has been financing the imports 
of trading partners from third countries by its willingness 
to run a deficit. Looked at in another way, American ex- 
ports have not exceeded imports by enough to offset over- 
seas military expenditures, long- and short-term capital 
investment, and foreign economic assistance. 

Between 1949 and 1956 this did not appear to be a par- 
ticularly disturbing development. The deficit was small— 
about $1 billion each year and was not growing. But in 
1957 the deficit jumped to $3.5 billion. It was even greater 
in 1958 and 1959, and continued at an alarmingly high 
level in 1960. As the deficit became larger, it began to be 
accompanied by an outflow of gold. It was this gold flow 
which triggered public interest and resulted in a public 
demand that something be done. 

In 1959 and 1960 some tentative steps were taken to im- 
prove the situation, but it was not until early 196] that 
the new administration took apparently decisive action to 
eliminate the deficit. The present administration seems de- 
termined to balance the accounts by reducing imports, ex- 
panding exports, curtailing some capital flows and redi- 
recting others. Tariff and fiscal legislation will be used to 
efiect the change and the interest rate will be employed io 
keep capital at home. 

Surely there can be little criticism of either the Eisen- 
hower or Kennedy efforts to handle the deficits. One may 
quarrel with specific actions, which may or may not be 
well advised, but in the public’s mind, and indeed in the 
minds of most business and government leaders, some- 
thing had to be done to balance the accounts. The spectacle 
of the United States continually paying out more than it 
earns in the international economy, working itself into a 
position in which other nations could completely drain the 
gold stock, including the gold backing of the dollar, and 
subjecting the value of the dollar itself to foreign influence 
appears to be intolerable. Something had to be done and 
something is being done. But in the typical American man- 
ner, it is being done with little thought for its full con- 
sequences, its effect on the international economy or on 
other countries, or the possibility that the solution to this 
problem might raise other, even more diflicult problems. 


The Deficit and International Reserves 


Let us back off a minute and subject the question to some 
quite elementary economic analysis. Is it possible that this 
is one of those universally acclaimed policies which has 
a double edge? Instead of looking at the problem wholly 
from the point of view of the United States, examine it 
from the standpoint of the international economy. Instead 
of leoking at the United States deficit, look at the increase 
in international reserves which the deficit implies. 

In order to transact its commerce, finance its imports, 
tide it over rough times because of crop disasters or price 
fluctuations or falling demand, each nation maintains a 
reserve, just as any prudent merchant does. During the 
1930’s and before, this reserve consisted mainly of gold, 
with some admixture of pounds and dollars for some 
countries. During the 1930's reserves were inadequate and 
even with commerce at a low point, currencies became 
nonconvertible into gold or other currencies. In wartime 
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the international economy was tightly controlled. After the 
war it quickly became apparent that the United States, 
whose import demand was not fantastically high and 
whose export capabilities were intact, was not only going 
to have to provide the resources for reconstruction, but 
also must finance the recovery. The dollar was as good as 
gold. Most other countries had spent their dollars and gold 
in financing the war and used the rest up in the early 
stages of reconstruction. 

When Western Europe devalued the prices of their ex- 
ports were lowered and the prices of imports were in- 
creased, improving their balance of payments by making 
them more competitive. In the same year the United States 
began to run a deficit in the balance of payments, reflect- 
ing the fact that the United States was importing and in- 
vesting more in the international economy than it exported 
and earned in other ways. The deficit went to maintain 
dollar purchases of foreigners of United States exports 
and into strengthening the international reserve position of 
other countries. Throughout the 1950's countries struggled 
to regain the kind of international liquidity which they 
had before the war and before the great depression and 
which was adequate in view of the volume of trade. There 
were two components in these reserves: dollars which 
they earned but did not spend, and additions to the world’s 
gold stocks. In the mid-1950’s the Soviet Union also began 
running a deficit and added to reserves by selling gold. 

Another device tended to improve the reserve position 
of countries. The International Monetary Fund was estab- 
lished in order to provide liquidity. There were, however, 
limits on its expansion and during most of the 1950's it 
was little used. The annual contribution of dollars was by 
far the most important element in restoring adequate 
liquidity levels. Because of this, in the entire postwar 
period there was no severe international crisis. Take the 
period from 1949 to 1956. Reserves in that period in- 
creased by $9.8 billion, of which less than one-third, about 
$3.0 billion, was in new gold. Most of the remainder was 
in the form of dollar additions made possible by the United 
States deficit. Trade during the period expanded by about 
75 per cent. With the dollars plus gold, reasonably ade- 
quate liquidity was restored by the end of the period. 
Without the dollars, severe trouble in the international 
economy might have ensued. Countries would not have 
had enough of a cushion. In effect, the United States has 
been behaving like a banker, expanding the international 
money supply to meet the needs of commerce. The money 
supply was in the form of a United States dollar in- 
debtedness. 

Now, postulate that the United States, beginning in 
1961, erases its deficit, exports more, imports less, and 
provides for smaller net capital outflows. Trade will con- 
tinue to expand in response to real supply and demand con- 
ditions, but international reserves will go up only by the 
amount of newly-mined plus Soviet gold. If these are large, 
then reserves may be sufficient to support the higher level 
of trade. Whether or not they are large depends upon 
“natural” influences at work in gold production and the 
policy of a power whose interests are not necessarily to 
preserve a smooth functioning international economy. 
Suppose that some country, say in 1967, has a poor crop 
or the demand for its products suddenly declines tempo- 
rarily, or because of its development program there is a 
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bulge in its import requirements. Reserves have not ex- 
panded, the nation cannot cover its deficit, and a crisis 
ensues. The IMF might be able to come to the rescue, but 
its resources are limited, especially if the crisis becomes 
general. By stepping down from its position as the world’s 
banker, the United States may well be laying the ground- 
work for later trouble in the international economy. 

What has been said should not be taken as a recom- 
mendation that the United States should continue to run a 
deficit in its balance of payments and that policies op- 
erating to this end are misdirected. The large deficits of 
1957-1960 point to a fundamental shift in the relative po- 
sition of the United States in the world economy. But eco- 
nomic analysis indicates that the correction should not 
be a unilateral United States action. The world needs an 
orderly expansion of reserves. If the United States no 
longer chooses to provide them, then the United States and 
the rest of the world must work out policies which will pro- 
vide them. The role of economics in public policy at this 
point is to make known the whole range of problems in 
the international economy, not just one, the solution 
of which may aggravate rather than resolve the other 
problems. 

Many proposals come to mind. The IMF was recently 
expanded. Perhaps there should be a small annual ex- 
pansion of the IMF. The United States or an international 
organization might guarantee the convertibility of the cur- 
rencies of some other nations, so that they might be em- 
ployed as reserves. Another proposal which should receive 
serious attention is the possibility of converting the IMF 
into the central bank, since for domestic reasons, the 
United States is unable to function in this capacity. A new 
currency, managed by internationally-accepted rules, could 
replace the dollar as reserves, and these reserves could be 
expanded in accordance with the needs cf trade. There is 
a precise analogy in each nation’s domestic money supply. 
Long since have the nations of the world abandoned 
fortuitous discoveries of gold and the policies of other na- 
tions as the principal determinants of their money supply. 
Perhaps it is time for the international economy to catch 
up to universal national practice. 


Agricultural Policy 


The position of agriculture in the American economy is 
one of the most glaring examples of the divergence between 
economic analysis and public policy. The circumstances 
which resulted in a public policy designed to support and 
stabilize producers of agricultural products is well known. 
Both the supply and demand for agricultural products are 
highly inelastic, so that in a time of falling consumer ex- 
penditures, hence demand, prices fall drastically, while 
quantity sold increases only slightly if at all. The result is 
a serious drop in farm income. In the 1930's the prices of 
agricultural products in fact went down much more se- 
verely than did industrial prices, placing agricultural 
producers in a cost squeeze. 

It was decided that measures for the relief of agriculture 
were necessary. The particular devices which have been 
employed since that time have varied, but all have aimed 
supporting agricultural prices at a level which was con- 
sidered to be equitable. Parity pricing establishes prices, 
not in accordance with market supply and demand for 
the product, but rather in some relationship to the prices 
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of industrial products—the inputs into agriculture. To 
the public, whose mandate was being followed, it does seem 
manifestly unfair to have one sector of the economy sub- 
ject to wide price fluctuations and gradually increasing 
costs without a corresponding secular increase in its prices. 
Something had to be worked out which did not punish 
farmers because of the peculiar market structure of the 
industry. 

Even a beginning student in economics could have pre- 
dicted the results. In order to control a market effectively 
it is necessary to influence the basic market conditions, 
either supply or demand or both. In the United States we 
have never been prepared to really control agricultural 
production. Various devices were used—the soil bank, 
etc.—to influence production indirectly, but the main aim 
of the government has been toward maintaining prices by 
providing an additional demand. Quite naturally, with 
high prices greater production was forthcoming. Efficient 
producers expanded production, and marginal producers, 
who could remain in business only because of the support 
price, continued to produce. The government purchased 
what could not be sold on the market at that price level. 
This has turned out to be a substantial sum of money. At 
present about $9 billion is tied up in agricultural surpluses. 

These are not surpluses at all in the technical sense. 
They represent an effective demand of the United States 
government for all supplies in excess of what the market 
takes at the fixed price. With the government in the market 
on the demand side and no effective government control 
over the supply side, the amount of government accumula- 
tion of agricultural stores is a function of the difference 
between the fixed price and the price which would clear the 
market in the absence of government operations. The net 
result of years of government support is a bloated agricul- 
tural sector in which inefficient producers are encouraged 
to expand production and circumvent the measures de- 
signed to curtail output, in which labor is misused in the 
production of high-cost output, and which is coming to 
represent a significant drain in the annual budget of the 
United States. The problem appears to be cumulative in- 
stead of self-correcting, and has given rise to a host of 
other problems in trying to dispose of government stores 
without affecting domestic prices. 

It is popular to lay the blame for this awkward situation 
on the United States farmer and argue that his inordinate 
political influence is creating a ludicrous situation in the 
agricultural sector. The fact is that farm support legisla- 
tion has wide popular appeal, was initiated and has been 
maintained by democratic political processes, and is just 
as legitimate, as far as it goes, as any other public policy 
measures. The difficulty is that, as economic analysis clearly 
demonstrates, it does not go far enough. Proposals abound 
as to what to do about agriculture. Economics indicates 
that either the fixed price and the market equilibrium price 
must converge or supply must be controlled if government 
accumulation of food stores is to cease. The public is not 
clamoring for this kind of public policy, but it appears 
evident that it is the responsibility of the government to 
make certain that public policy is consistent with itself 
and solves more economic problems than it creates. 


Structural Unemployment 


Perhaps the most important area in which economics 
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and public policy are at variance is in unemployment. 
Structural economic changes in combination with welfare 
and full employment policies of the government have con- 
spired against the attainment of full employment and tend 
to make the achievement of high level stability increas- 
ingly difficult. 

Most of the attention of the public has been directed to 
cyclical unemployment. This is probably as it should be, 
since most unemployment has been of relatively short 
duration. One of the basic features of the government’s 
program to meet this problem is the statement of intent 
embodied in the Employment Act of 1946. With this basic 
declaration as background the government has on several 
occasions in the postwar period used its monetary and 
fiscal policy to relieve the burden and to try to reduce the 
amplitude of the business cycle. 

Pre-dating the full employment declaration, however, 
has been an undertaking on the part of the government to 
relieve the effects of the business cycle. This has taken the 
form of social legislation, notably social security and un- 
employment compensation. The American people have in 
effect constructed a floor beneath their economy. Various 
automatic mechanisms swing into operation when busi- 
ness falls off and these tend to work in the opposite direc- 
tion. In general, these moves have been directed at pro- 
viding the individual with some purchasing power, regard- 
less of whether or not he is at work. Other measures have 
been designed to increase purchasing power of low in- 
come workers by legislating minimum wages. Over iime 
the guaranteed floor has been raised perceptibly, both by 
broadening the coverage of social and minimum wage 
legislation and by increasing the amount of benefits which 
can be received. There is every reason to believe that the 
people are becoming increasingly intolerant of any sig- 
nificant dimunition of purchasing power resulting from 
cyclical unemployment, and this attitude is being reflected 
in government behavior. 

With all of these policies designed to keep fully em- 
ployed and maintain aggregate demand one would think 
that the problem is by now nearly licked. But even a casual 
glance at the economy indicates that confidence in the 
soundness of the public’s judgment in employment policy 
may be misplaced. The fact is that in the American economy 
unemployment is an increasing function of income. As 
income grows, unemployment grows also. As if this were 
not bad enough, it appears that unemployment grows at 
a more rapid rate than income. 

In 1951-1953 about three per cent of the civilian labor 
force was unemployed. This represents a sort of rock bot- 
tom figure for unemployment: the people who are moving 
from one job to another, being retrained, or who are in 
process of leaving the labor force, plus people whose pro- 
ductivity is so low that they must be classed as unemploy- 
able. In the recession of 1954 the three per cent jumped 
to six per cent and then in 1955-1957 levelled off at about 
four per cent. In the 1958 recession seven per cent of ihe 


civilian labor force was unemployed, and the following 
year the figure dropped back down to five per cent. Toward 
the end of 1960 and in early 1961 the percentage of un- 
employed exceeded the 1958 high. 

But even these figures understate the case since these 
figures include those who lost their jobs but re-entered the 
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employed ranks at a lower pay and hence, lower produc- 
tivity, as well as people not working full time. Both of 
these factors are proportionately higher the higher be- 
comes the percentage of unemployed. It requires relatively 
little imagination to foresee the consequences of this rather 
pronounced postwar trend in unemployment. Thus, while 
rightly there is now a hue and cry about recession unem- 
ployment, the much more important problem is that of in- 
creasing structural or chronic unemployment. The public 
seems hardly aware of this problem, except those directly 
involved, interpreting “depressed” areas as simply pro- 
longations of recovery from the last recession and amenable 
to treatment through the customary fiscal and welfare 
programs of the government. 

Economic analysis, on the other hand, indicates that this 
is a new and different problem, calling for new and differ- 
ent techniques, perhaps as much a departure in policy as 
was necessary when the business cycle became a govern- 
ment responsibility. 

It may be useful to inquire into the origin of the new 
trend. It comes, I believe, from at least two circumstances. 
One is a change in the structure of the American economy. 
The other is a group of policies which have reduced in- 
centives for work and increased the geographic and occu- 
pational immobility of the labor force. 


Changes in Economic Structure 


A part of the first problem comes under the general 
heading of the substitute of capital for labor in productive 
processes. It is often referred to as automation. There is 
nothing new about this problem. [t has been going on 
since the beginning of the Industrial Revolution. If in the 
past it did not create chronic unemployment, it was be- 
cause those losing their jobs were gobbled up in the labor 
market in order to make more of the machines which had 
caused workers to lose their jobs in the first place. The 
labor force demonstrated enough flexibility and there was 
enough growth in the economy to absorb the whalers, 
the glassblowers, and candlestick makers. 

At the present time this mobility has been reduced and 
there are now added pressures to substitute labor for 
capital. The efficiency and discipline of labor organiza- 
tions are at their zenith, with unions having sufficient 
power at the wage negotiation table to make management 
seek eagerly for machines which cannot threaten to strike. 
Alternatively, if management accepts the union solution, 
it tends to pass the higher wages along to the consumer in 
increased prices. At the higher prices consumers balk, the 
industry stops expanding, and may even contract, result- 
ing in a pool of unemployed. 

Minimum wage legislation is an added pressure. An em- 
ployer faced with competition may not be able to pay his 
employee the stipulated wage. He endeavors to substitute 
capital and if this is not possible he contracts his operations 
or shuts down. If retail trade is included in the new mini- 
mum wage legislation, we may confidently expect even 
more do-it-yourself operations and capital substitution in 
retail stores. Southern manufacturers are even now seek- 
ing ways to make their operations more capital-intensive. 
The workers released from employment in this way will be 
an added burden in the small portion of the labor market 
not covered by minimum wage legislation, possibly forcing 
the least productive in this market out of work completely. 
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Adequate training and retraining and sufficient mobility 
would probably permit the absorption of these people in 
an expanding economy. 

Another structural change of considerable importance 
is the shift in the composition of expenditures as income 
grows. As in the budget of a consumer whose income is in- 
creasing, so in the national economy, higher income tends 
to shift expenditures from necessities first to semi-durables, 
then to consumer durables, and finally to services. At high 
income levels the consumer requires a choice among con- 
sumer durables so that peak demand for a product may 
exceed normal demand, and as the market beccmes 
satiated, demand falls off, the additional income having 
been spent or earmarked for services. Thus, inevitably, 
progress brings new industries into existence, consigns 
other to slow growth, stagnation, or possibly even annihila- 
tion. Once again, the workers in these industries, if they 
demonstrate sufficient flexibility, can be absorbed by the 
process of economic growth. 


Encouragement of Immobility 

But it is precisely at this point that the public policy has 
stepped into the situation to encourage geographic and 
occupational immobility. The commitment to maintain 
full employment tends to shift the burden of seeking em- 
ployment from the individual to the government. If the 
government has guaranteed employment and the worker 
is able to maintain himself for a period while unemployed, 
he has less incentive for making a change in occupation, 
specialty, or geographic location, even though it might re- 
sult in a higher income. Granted that the government has 
never guaranteed every worker his job, the fact remains 
that the assumption of some responsibility for employment 
by the government, and government support while unem- 
ployed, weakens to some extent the responsibility felt by 
the labor force. 

Increasing home ownership, made easy by the govern- 
ment, increased union membership, encouraged by the 
government, unemployment benefits, broadened, raised 
and extended by the government, health and welfare 
plans, pension plans, seniority rights, as well as govern- 
ment attempts to assist depressed areas, make it desirable 
and possible for the worker to remain unemployed for a 
considerable period. These and other actions, plus the 
growth of the economy, are accelerating structural changes 
which result in pockets of unemployed. The results are ob- 
vious in employment statistics and in so-called depressed 
areas so widespread that the economy is blanketed with 
them—105 of them at latest count. 

The solution to the problem does not lie in retreat, in 
abandoning social legislation, in removing minimum wage 
laws, or in curtailing unemployment insurance. These are 
indispensable elements of American public policy which 
could not be jettisoned under present circumstances. Rather 
than try to undo anything, it is necessary to supplement 
these measures with other policies so that their pernicious 
effects may be offset. 


There are many specific policies which would be helpful, 
but fundamentally there are only two paths to the solution 
of a problem of chronic unemployment. Either the workers 
must go to the jobs or the jobs must go to the workers. 
This applies both to occupational specialties and to geo- 
graphic location. The latter route would require govern- 
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ment or government-supported investment or operation of 
enterprises in areas where structural unemployment exists, 
For example, the defense budget could be used to locate 
new plants in depressed areas, absorbing the work force 
there. Special tax relief could be provided by states in 
which there were depressed areas. The federal government 
could more effectively control the location of industry 
through tax breaks in certain areas. Import restrictions 
could be raised where foreign competition resulted in un- 
employment. Government subsidies could be used to main- 
tain industries facing a declining demand. Clearly, some 
of these are desirable, some not. A thorough-going analysis 
is required. 

The other path would seek to introduce a greater degree 
of flexibility and mobility into the labor force and to di- 
rect the accretions to the labor force into rapidly growing 
sectors of the economy. One way, of course, is publicity. 
It also might be desirable to require retraining of a worker 
after he has been on unemployment compensation for a 
period of time. Moving expenses to areas with greater job 
opportunities, as is done in Europe, might be a useful de- 
vice. The support of labor unions could be enlisted to help 
retrain workers and management might be asked to share 
by making retraining facilities available. 

Most important of all, the general economic policies of 
the government must be conducive to growth — rapid 
growth. In this way the structural changes and ossifying 
policies would never have an opportunity to manifest them- 
selves. It is clear, however, that it is not enough to rely 
upon increases in aggregate demand alone for the elimi- 
nation of chronic unemployment. This way surely leads 
to inflation, since long before the structural unemployment 
is absorbed, there would be great pressure on resources in 
prosperous areas and prices would rise. More specific 
measures, both in bringing workers to jobs and jobs to 
workers are mandatory. 

Certainly there is very little in the long-run picture of 
the American economy which calls for any drastic change 
in economic organization and institutions, or indeed, any- 
thing more than a closer supervision of certain aspects of 
the economy. While economic planning on a comprehen- 
sive scale might solve the problems referred to here, it 
would be like using a sledge hammer to push in a thumb 
tack. Socialism and economic planning appear to be a dead 
issue in the American, as well as the Western European 
economies, The government does what the public requires 
it to do, with the measures best suited to the problem. 
Comprehensive planning has too many disabilities to 
warrant serious consideration at this time. 

The experience of Europe, however, may provide some 
useful pointers for American behavior. There a sort of 
partnership among labor, management, and the govern- 
ment attempt to work out compromise solutions to prob- 
lems like that of structural unemployment. The new ad- 
ministration appears to be moving in this direction. It 
must be pointed out, however, that the European economies 
are much smaller, more cohesive, and possess a greater 
degree of class consciousness than does the United States. 
This is not to say that a condominium is not possible, but 
that it would be more difficult to operate and probably 
less effective. 


About the worst thing which could be done would be to 
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rush into legislation another group of policies or modifi- 
cations of present policies without thorough economic 
analysis. The United States got itself into this fix by its 
single-minded attachment to specific goals. The same kind 
of a mistake could be made again. 

In summary, public policy is a political process. Eco- 
nomic analysis is a habit of mind, a way of thinking 
about certain kinds of problems. Public policy is gen- 
erally initiated, adopted, and implemented without tests 
of analysis. The result can be inadequate, contradictory. 
or ill-advised policy. It is incumbent upon all who deal 
with policy matters to be on the alert constantly to effect 
a fruitful marriage between economics and public policy. 


Epitor’s Note: Professor Allen is also assistant director 
of the Institute of International Studies and Overseas Ad- 
ministration at the University of Oregon. He has recently 
written Soviet Economic Warfare which has been pub- 


lished by the Public Affairs Press, Washington, D.C. 





THE UNIVERSITY AND THE 
BUSINESS COMMUNITY 


The Director of the Bureau of Business Research at the 
University of Oregon, Wesley C. Ballaine, makes the follow- 
ing report of its program: 

® The Bureau of Business Research will be engaged in a 
number of activities during the summer in addition to its 
continuing functions of collecting statistical data, putting 
out the Oregon Business Review, and preparing short reports 
for various public and private agencies. 

® The Bureau is initiating three new studies. The first 
of these deals with the insurance implications of the Rose- 
burg disaster of 1959. The work will be conducted by Pro- 
fessor Mark R. Greene, assisted by Gary L. Countryman. This 
study is financed by a grant from the Small Business Ad- 
ministration. 

® The second is the development and changes in the Ore- 
gon economy, 1947 through 1960. This will engage the atten- 
tion of Professors Donald A. Watson, Roy J. Sampson, David 
Baerncopf, and certain Bureau staff. The study is being un- 
dertaken for the Bonneville Power Administration. 

The third is a special study for the Oregon State Bar 
Association which is being made by Professor Baerncopf and 
William J. Robert. 

® Each year the Bureau prepares for the Associated Uni- 
versity Bureaus of Business and Economic Research, a na- 
tional organization, the Index of Publications and Periodicals 
of all member bureaus. The work on this is performed by 
Mrs. Martha Schmidt and Mrs. Catherine Lauris. 

® Four monographs will be published by the Bureau 
within the next six weeks. These are Selected Articles from 
the Oregon Business Review, 1941-1961; Changes in Oregon 
Employment by Professor Watson; Destination of Oregon 
Products Shipped by Rail by Professor Sampson; and Jm- 
portance of International Trade to the Oregon Economy by 
Professor J. N. Tattersall. 

© In addition to these publications which will appear 
under the imprint of the Bureau, Mrs. Lauris is editing the 
following books which are being published by other divisions 
of the University and will appear this summer: The Study of 
Administration by Professors Wengert, Marquis, Harwood, 
and Goldhammer; 1961 Business Developments (proceedings 
of the Third Annual Portland Business Conference); and 
U.S. Private and Government Investment Abroad by Pro- 
fessor R. F. Mikesell and others. 

® Professor Greene is writing a booklet on insurance 
policies for small businesses which will be one of a series of 
management pamphlets prepared for the Small Business Ad- 
ministration. The assignment is being handled through the 
Bureau. 
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Business failures. The Dun and Bradstreet series on commercial 
failures is considered an indicator of business health. The figures 
for Oregon follow. 


1961 1960 

Liabilities Number Liabilities 
January 21 $ 701,000 41 $ 590,000 
February 50 2,454,000 45 1,229,000 
March 35 2,403,000 16 1,414,000 
April 10 907,000 19 995,000 
May 53 1,406,000 38 1,404,000 


N umber 


Lumber. The figures below were reported by the West Coast 
Lumbermen’s Association. They cover the Douglas fir region of the 
Pacific Northwest and are in thousands of feet, board measure. 


May 1961 


160,393 
149,292 
491,095 
1,133,107 


May 1960 
171,067 
158,548 
527.363 

1,207,557 


Apr. 1961 
161,049 
156,608 
528,743 

1,115,390 


Average weekly production 
Average weekly orders 

Unfilled orders, end of month 
Lumber inventory, end of month 


Employment. Information on employment in Oregon is reported 
each month by the State Department of Employment in Salem. The 
latest estimates and revisions follow: 


May 1961 Apr. 1961 
68,400 65,400 
17,800 16,700 
19,300 19,500 


May 1960 
73,900 
17,800 
51,700 


Lumber and wood products 
Food and kindred produc ts 
Other manufacturing 


Total 


manufacturing 135,500 131,500 143,400 


Contract construction 
Retail trade 
Covernment 


22,900 
82,700 
99 600 
160,700 


22,000 
81,500 
99 000 
159,600 


25,900 
81,200 
94,200 
160,500 


Other non-manufacturing 


- 


365,900 


Total non-manufacturing 362,100 361,800 


501,400 
44,800 


Total wage and salary employment 
Unemployment 


489,400 
49,800 


505,200 
29,100 


Construction. The Bureau of Business Research, in cooperation 
with the F. W. Dodge Corporation, reports April 1961 construction 
contracts in Oregon had a total value of $37,452,000. This is an in- 
crease of 5 per cent over the total for April 1960. Comparative data, 
in thousands of dollars, follow: 

Apr. 1961 Mar. 1961 
$ 8,592 $ 5,597 
16,442 12,081 
12,418 5,384 


Apr. 1960 
$ 9,003 
14,275 
12,380 


$23,062 $35,658 


Non-residential 
Dwelling units 
Public works and utilities 


Totals $37,452 

Non-residential construction in Oregon in April 1961 totaled 744,- 
000 square feet; for the same month one year earlier it totaled 915,- 
000 square feet. 

In April 1961 there were contracts for 1,081 dwelling units, 
totaling 1,467 square feet. For the same month one year earlier 
there were 1,145,000 units, totaling 1,303,000 square feet. 

The cumulative total for the first four months of 1961 shows the 
value of building contracts in Oregon to be 4 per cent lower than 
for the comparable period in 1960. For the 11 western states the 
cumulative four-month cumulative total value was 4 per cent above 
that for 1960. For the nation, the cumulative four-month value had 
risen only one per cent over the comparable period in 1960. The 
figures in this paragraph do not include those for public works or 
utilities. 


Banking. Loans, investments, and deposits of Oregon banks that 
belong to the Federal Reserve System are reported by the Federal 
Reserve Bank of San Francisco each month. The figures below are 
in millions of dollars and are for the month ending as of the date 
shown, 

26 Apr. 1961 29 Mar. 1961 27 Apr. 19€0 


Loans $ 919 $ 915 $ 934 
Investments ; . 686 645 620 
Deposits 1,763 1,700 1,680 


Advertising linage. The Oregon Newspaper Publishers Associa- 
tion reports that for the month of April 1961 there were 588,982 
column inches of local retail advertising in 20 daily newspapers in 
Oregon. This is a decrease of 5 per cent from one year earlier. 
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BANK DEBITS 


Bank debits represent the dollar value of checks drawn against the deposit accounts of individuals and business firms. Bank debits are considered good indicators 
of current business activity. But their value for this purpose can be impaired if they include large checks used to transfer funds for the purchase of certain kinds of capi- 
tal assets that are not “‘business activity.”’ This month the Bureau of Business Research collected data on bank debits from 230 banks and branches. 


Number 

of Banks 

Reporting 
Oregon 230 


Portland area (Multnomah, Washington, Clackamas, Columbia counties) 79 l 


Debits 
May 1961 


$2,165,023,454 


397,346,635 


Mid-Willamette Valley (Polk, Benton, Linn, Marion, Yamhill counties) —_ 13 262,568,442 


North Oregon Coast (Tillamook, Clatsop, Lincoln counties) 


35,139,458 


West Central Oregon (Douglas, Lane, Cooe counties) ; , _ 204,625,410 


Southwestern Oregon (Curry, Jackson, Josephine counties) 

Upper Columbia River (Sherman, Hood River, Wasco, Gilliam, Wheeler counties) 
Pendleton area (Umatilla, Morrow counties) — 

Central Oregon (Deschutes, Crook, Jefferson counties) 

Klamath Falls area (Klamath, Lake counties) j i . 

Baker, La Grande area (Baker, Grant, Union, Wallowa counties) 

Southeastern Oregon (Harney, Malheur counties) 


BUILDING PERMITS 


97,747,294 
25,775,297 
31,219,740 
31,477,244 
28,696,234 
24,212,688 


26,215,012 


Debits 


Apr. 1961 
$1 964,326,192 


3,285,588 
,135,392 
,882,400 
, 384,996 

5,391,052 

21,229,838 
,869,430 
,450,278 

3,092,174 

2.767 568 

28,837,476 


Debits 


May 1960 


$2,0 


1,3 


) 


] 


Building permits are a report of plans rather than of construction in actual operation. Interpretation of these data must allow for 
of the permit and the beginning of construction. The information has been collected by the Bureau of Business Research from building 


83,229,640 


77,908,821 
39,567,259 
34,275,799 
71,373,226 
91,564,868 
26,737,861 
28,205,797 
30,800,426 
31,459,974 
25,526,933 
22.808 ,676 


Percentage Change 
May 1961 
compared with 


Apr. 1961 


+10.2 


+11. 


! = 


1 
+ 7.5 
7 
“y 
‘ 


+13. 
+ 9. 
+14.4 
+21.4 
+ 8.] 
+ 6.8 
—13.3 
+ 6.3 
— 9,1 


May 1960 
+ 3.9 


time elapsed between the issuing 
departments in local government. 


New 


Dwelling Units 


May 1961 


New-non 


Residential 


Way 1961 


Additions 
Alterations 
& Repairs 

May 1961 


T otals 
May 1961 


T otals 
Apr. 1961 


88,974 
35,000 
151,890 


Albany 
Baker 
Beaverton 
Bend _. 
Coos Bay 
Corvallis 
Eugene 
Grants Pass 


2.050 
50,180 
64,095 

55,000 1,000 

88,287 70,610 
131,000 250,200 
577,950 124,640 

72,500 105,650 
Hillsboro 124,500 150 
Klamath Falls 29,000 
La Grande oan 62,500 
McMinnville 85,500 
Medford _ 152,400 
Milwaukie 211,995 
North Bend 36,678 
Pendleton $11,200 
Portland ,212,550 
Roseburg 14,602 
Salem 203,200 
Springfield 122,828 
The Dalles 154,000 
Clackamas County 780,310 
Douglas County 108,720 
Lane County 965,216 
Marion County 517,075 
Multnomah County 2,326,310 
Washington County »201,235 
120 other reporting centers ,407 024 


$11.357,444 


1,008.7 


Totals 310,438,169 


$ 


318,995 


168,563 


938,060 


198,972 


181,001 
343,635 
307 ,270 


2,917,364 


136,338 
96,695 
217,270 
72,645 
174,450 
394,765 


021,585 


193,775 
144,865 
59,000 
67,500 
255,588 
328,315 
223,360 
49,663 
534,434 


,476,730 


58,602 
590 372 
176.544 
331,520 
901 .020 
148,746 


,409,250 


9 


1, 


9 


$24, 


582,975 
662 377 
681,475 


2,723,088 


712,977 


. 


~ 


206,944 

44,600 
354,970 
141,035 


222,615 


556,323 


2 
18 


828,870 
284,000 
183,439 
313,320 
74,014 
90,786 
598,785 
248,726 
72,219 
2,660 
1,160 
49,227 
957 649 
111,94] 
84,615 
183.595 
91,995 


] 
l 


418,031 


y 


») 


9) 
ah | 


809,910 


895,834 
2,711,795 


897 277 


———— ee 


£9?) 


036.335 


T otals 
May 1960 

$s 77,540 
42,832 
201,660 
189,189 
94,724 
211,565 
843,235 
289,500 
174,800 
237,190 
53,153 
156,791 
378,803 
268,900 
83,741 
1,929,605 
9,191,385 
377,930 
139,532 
101,831 
139,803 
762,555 
72,166 
1,145,966 
801,471 
2,172,646 
1,805,214 
4,232,219 


$26,775,946 





Average weekly earnings of production workers in manufac- 
turing industries in Oregon provide timely information on current 
trends of labor costs as well as rough measures of average income 
available for purchasing goods and services. Both aspects of this 
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information make the figures valuable for consolidations with other 
data in evaluating the current business situation. Data below are 
supplied by the Oregon State Department of Employment. 
1961 1960 
Jan. $97.79 $95.72 
Feb. 95.52 96.78 
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Mar. 97 .96 96.47 





Apr. 101.83 98.57 


May 100.93 98.79 Form 3579 


Index of man hours in manufacturing. A reliable index of 
change in manufacturing activity is the man hours of industrial pro- 
duction workers. The index is computed by the Bureau of Business 
Research from data supplied by the Oregon State Department of 
Employment (1951=100). Figures apply only to personnel en- 
gaged in direct manufacturing; sales, office, and general adminis- 
trative employees are excluded. No adjustment for seasonal varia- 
tion has been made. The most recent reading for Oregon is for May 
1961. 

1961 
74.1 
71.4 
74.8 
81.5 
84.3 


1960 
82.9 
84.3 
85.3 
87.9 
89.4 





Requested 
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